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The Long and Short of Brokerage Accounting
By: Vera Coulter, C.P.A.
Los Angeles Chapter

Most brokers’ statements are headed some
what as follows:

Today almost everyone owns or wants to
own some stocks. This means that almost
everyone sooner or later will receive trade
confirmations and statements from a stock
broker. Most people do not understand brokers’
statements and are inclined to agree with the
customer who returned a confirmation request
to the auditors with a neatly penned notation
stating, “What in Heaven’s name is this?”
There are several reasons why statements
received from stock brokers are more difficult
to understand than statements received from
a department store. The main reason is that
stock brokers must of necessity keep records
not only of cash receipts and disbursements
but also of all security movements. Cash trans
actions are kept in debits and credits just as
they would be in any other business. Move
ments of securities are also indicated by two
entries for each change, but these entries are
are called long and short.
The easiest way to distinguish between long
and short is to remember that long denotes
ownership and short denotes physical position.
If a customer has purchased a security but
has not received it, the customer is long the
security. He has legal ownership but not
possession of the security. If the security is
safely tucked in the broker’s box, the box is
short as it has possession of the security. The
broker’s box is always short as it can only
have possession and never title. If the security
is not on hand because it is due from another
broker, the account with the other broker
would be short, designating the position of
the security.
Further brokers’ statements may be difficult
to understand because brokers have two dates
for each trade; trade date and settlement date.
As expected, trade date refers to the date the
trade was made. Although a trade may be
settled as soon as it is made, Federal Reserve
Board Regulations require that the stock be
delivered and paid for on the fourth business
day following the trade. Accounts with other
brokers and customers are usually kept on
the basis of settlement dates as far as pur
chases and sales of securities are concerned.
Thus a statement will not show stock traded
on the four days immediately preceding the
statement. This fact is a constant source of
confusion to customers.

Bought Sold
Descrip
Re
De
tion Dr. Cr. Bal.
ceived livered Date
The headings are themselves somewhat con
fusing as they mean that the customer pur
chased, but the broker received and that the
customer sold, but the broker delivered.
Brokers could help to clarify this if they would
use captions such as: You bought, We received,
You sold, We delivered.
Brokers’ trade confirmations are sometimes
confusing because a broker may deal with a
customer as an agent or as a principal. A
confirmation of a purchase made by a customer
may read, “We have bought for you as agent”
or “We have sold to you as principal.” Or
the confirmation may simply say “You bought”
and indicate whether the transaction was an
agency or principal transaction in a footnote.
In any event purchase and sale confirmations
look very much alike to the uninitiated. If the
broker deals as an agent, the customer’s pur
chase will be at the same price per share as
the price paid to the other broker. The broker’s
profit will be the commission added for the
transaction. If the transaction is a principal
transaction, there will be no commission
charged and the broker’s profit or loss will
depend upon his purchase price of the stock.
In order to understand brokers’ statements
and brokers’ records, it is necessary to under
stand some of the brokerage terms used.
Box is used to designate securities in the
possession of the broker.
Free or active box is used to designate
securities in the possession of the broker,
either owned by the broker or available for
use in the business.
Safekeeping box is used to designate secu
rities in the possession of the broker but held
for customers. A security should not be in
safekeeping unless it is fully paid for. The
broker has no right to use safekeeping secu
rities in his business.
Stock held in segregation is stock belonging
to margin customers which is not needed to
cover margin requirements at the moment but
could be used for margin purposes if needed.
Stock owned by margin customers in excess
of margin requirements must be segregated
and may not be used the broker as collateral
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kept by settlement date, stock brokers also
keep memorandum records by trade date.
These records are called “slates.” In the case
of margin accounts, these will be kept by the
margin department and will indicate the
market value of securities held and whether
the account has sufficient margin. Margin
clerks must constantly review the market
value of the securities and at any time when
prices drastically drop, the market value of
all accounts must be recomputed and margin
calls sent out for additional cash or securities
if needed.
Stock brokers also maintain stock or security
records. These records are kept by security
and show the long and short positions for
customers and brokers and the number of
shares in the box and in transfer. Naturally
the long and short positions for each security
should balance. Stock records make it possible
to locate the ownership and the position of
each share of any particular stock. Since legal
ownership is designated by long and physical
position by short, the accounts which will
generally have these positions are as follows:

for bank loans or for other purposes, except
that the broker is not required to split 100
share lots to meet this requirement.
Transfer indicates the location of securities
which have been sent to a transfer agent for
a change in the registered owner of a security.
Securities may be in transfer for a customer
who has fully paid for them and be the
equivalent of securities held in safekeeping,
or they may be in the process of being trans
ferred into the name of the broker for the
broker’s use or for a margin customer and be
the equivalent of stock held in the active box.
Margin accounts are those accounts in which
stock is used as security for money owed to
the brokerage firm for the purchase of secu
rities or in which money or securities are
brought in for security of stock sold short by
a customer. The Securities and Exchange Com
mission requires in the case of a margin ac
count with long securities and a debit balance
that the debit balance must not exceed 75%
of the market value of the long securities. If
the account has short securities and a credit
balance, the credit balance must be at least
130% of the market value of the short secu
rities.
“Broker’s fails” refer to transactions made
with other brokers which were not settled by
the settlement date. Failed to deliver refers
to a security owed to another broker. The
ledger balance of this account will be a debit
balance, or a receivable. When the broker
delivers the security, he will collect money.
Failed to receive refers to a security due from
another broker. The ledger balance in this
case is a credit balance. When the securities
are received, they must be paid for.
“Bring-down” is a term used to designate
the security positions shown on customers’
and brokers’ monthly statements. The net
number of shares long or short is shown for
each security on customers’ statements. State
ments to other brokers should show the bring
down broad; that is, the total shares failed
to deliver (long) in each security and the cor
responding debit amount receivable and the
shares failed to receive (short) together with
the money payable therefor. In other words,
each transaction which has not been settled
should be shown separately.
Flat is a term used by brokers when secu
rities are neither long nor short, or when
there is no money balance.
In addition to customer’s formal accounts

Long Positions
Customers’ accounts
Securities borrowed
Failed to deliver
Investment account
Trading account

Short Positions
Customers’ accounts
Securities loaned
Failed to receive
Securities pledged on
bank loan
Trading account
Box
Transfer

In order to better understand brokerage ac
counting, it may help to look at a complete
transaction as set forth in the schedule on the
following page recording the purchase of 10
shares of American Tobacco stock. Assuming
there were no other transactions, the stock rec
ords for American Tobacco should show the
entries set forth in this example.
Of course, the security positions shown on
the stock record at any given date should
agree with the positions shown on customers’
or brokers’ statements, and with the securities
actually counted in the box or verified in
transfer. Hence, in a brokerage audit in ad
dition to counting securities, confirmations are
requested on all customers’ and brokers’ ac
counts with security positions, and the data
on the stock record is compared with the secu
rity positions on customers’ and brokers’ state
ments.
The stock brokerage business is a fast moving
business, dealing with two highly negotiable
instruments—money and securities. The temp-
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The following entries will record this transaction: Customer A. buys 10 shares of American
Tobacco from Broker Y. The trade is made through Broker X.
Long

(1) The shares are purchased.
Customer A.
Broker X
Commission earned
Federal tax payable

Short

Debit
$936.98

10
10

(2) Broker X delivers the stock
and Broker Y pays for it.
Broker X
Box
Cash

Credit

922.50
14.23
.25

922.50

10
10

922.50

(3) The customer pays for the stock.
Cash
Customer A.

936.98

936.98

(4) The stock is sent to transfer
Box
Transfer

10

(5) The stock is received back from transfer
Transfer
Box

10

(6) The stock is delivered to customer
Box
Customer

10

10

10
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tation toward defalcation is greater than in
most businesses. Customers could be of great
assistance in locating irregularities if they
understood brokerage statements better and
fully cooperated with requests for confirma
tions. There have been instances where cus
tomers sent in confirmations because a sales
representative asked them to do so and thereby
helped to conceal the fact that the representa
tive was using funds from their accounts.

STATISTICALLY SPEAKING

A recent study by the National Industrial
Conference Board analyzing the assets, income,
profits and losses and other characteristics of
U. S. Corporations reports the following:
80% of the net income of American cor
porations goes into the hands of labor. 20%
represents interest, taxes, dividends and re
tained profits.
The study shows corporations employ more
than 30 million people—almost as many as the
rest of the economy, including governments—
and that some 60% of all manufacturing work
ers in the nation are on the payrolls of com
panies with 500 or more workers.

Accountants can render a service to their
clients and to our economic system by helping
to educate the public as to the meaning of
the information shown on statements received
from their brokers.
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